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The Politics of Inflation 
* 


Mr. Bioucu: On July 26 Congress reconvened in a special session called 
by President Truman. The President declared that he had called the ses- 
sion to meet an emergency in the American economy. He presented 
Congress with an eight-point program to control inflation, a housing 
program, and other urgent matters. Congress met for thirteen days to 
consider these proposals. Last night Congress adjourned after passing 
two of the President’s proposals to control inflation. Inflation is very much 
a political issue. 

Fetter, do you believe that there really was an inflation emergency to 
justify calling Congress into session? 


Mr. Ferrer: There was an emergency, but it was no greater than it has 
been for a good many months past. Prices have been rising, and they have 
continued to rise. 


Mr. Buioucu: Hardy, your office is in the Capitol. You are right there 
where Congress was in session and operating. What do you think about 
it? Did Congress think that there was an emergency? 


~ Mr. Harpy: The emergency, as Fetter said, is an emergency which we 
have had with us for three years. The action which Congress has taken 
was part of the President’s program, and I think that it can be said fairly 
to be the part of it which comes nearest to striking at the fundamental 
causes of the inflation. 

Mr. Bioucu: What specific action did the Congress take? 

Mr. Harpy: Congress reestablished the controls on instalment con- 
sumer credit—what is ordinarily referred to as Regulation W—until next 
lune 30. They gave the Federal Reserve Board additional authority to 
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increase the reserve requirements of member-banks in the Federal Re- 


serve System." 


Mr. Bioucu: Those are the two items which Congress passed. What 
were the other six of this eight-point presidential program? 


Mr. Ferrer: The President asked for the reimposition of an excess 
profits tax; for the strengthening of rent controls; for the regulation of 
speculation on the commodity exchanges; and for price controls, ration- 
ing, wage controls, and inventory controls on scarce commodities or 
commodities which entered into the cost of living.” 


1 Congress, on August 7, passed a measure restoring credit control. This act 
authorizes the administration to require a one-third down payment and the balance: 
in twelve or eighteen months on instalment buying. This authority will extend to 
June 30, 1949. The bill to curb certain bank credits authorizes increases in the 
amount of reserves which Federal Reserve member-banks must maintain by 4 per 
cent on demand deposits and 14 per cent on time deposits. 


? In his message to the special session of Congress, President Truman, on July 27, 
discussed the inflation problem and called for the enactment of a program of action. 
He said, in part: 

“The urgent needs of the American people require our presence here today. 

“Our people demand legislative action by their Government to do two things: 
First, to check inflation and the rising cost of living and, second, to help in meeting 
the acute housing shortage. 

“These are matters which affect every American family. They also affect the entire 
world, for world peace depends upon the strength of our economy. 

“The Communists, both here and abroad, are counting on our present prosperity 
turning into a depression. They do not believe that we can—or will—put the brake 
on high prices. They are counting on economic collapse in this country. 

“If we should bring on another great depression in the United States by failing te 
control high prices, the world’s hope for lasting peace would vanish. A depression in 
the United States would cut the ground from under the free nations of Europe. 
Economic collapse in this country would prevent the recovery throughout the 
world which is essential to lasting peace. We would have only ourselves to blame 
for the tragedy that would follow. 

“In these tense days, when our strength is being taxed all over the world, it would 
be reckless folly if we failed to act against inflation. 

“High prices are not taking ‘time off’ for the election. 

“High prices are not waiting until the next session of the Congress. 

“High prices are getting worse. They are getting worse every day. 

“We cannot afford to wait for the next Congress to act. 
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Mr. Bioucu: Congress, then, threw out about six points out of the 
eight-point program or left, we might say, them untouched. And toward 
the end of the session, at least, the controversy between Congress and the 
President seemed to be rather bitter. 


“The Eighty-first Congress will not get under way for nearly six months. Before 
the new Congress could take action against high prices, it would have to draft new 
bills, study them, hold hearings, debate, and decide whether to pass them. It would 
be at least eight months from now before the new Congress could pass the laws 
we need. 

“Eight months more of inflation would be much too long. 

“It was eight months ago—November, 1947—that I called a special session of this 
Congress, and recommended a comprehensive anti-inflation program. But that 
program was not enacted. If it had been enacted, we would have had lower prices 
today. 

“Since last November, prices have gone even higher. As every housewife knows, 
food prices rose rapidly throughout 1947. They are climbing even faster now. Month 
after month, the cost of clothing, fuel, and rent keeps on going up: 

“The cost of living is now higher than ever before in our history. 

“Now, there are not any very rich men in the Congress of the United States. You 
all, most of you, have to live on your salary. All you need to do is just go home and 
ask your wife how living costs are now as compared with what they were January 1, 
1947. 

“We cannot risk the danger, or suffer the hardship, of another eight months of 
doing nothing about high prices. 

“Prices are already so high that last year more than one-fourth of the families of 
this country were forced to spend more than they earned. Families of low or 
moderate income are being priced out of the market for many of the necessities of 
life. They are not able to buy as much as they could buy two years ago, and they are 
paying a lot more for what they can buy. 

“At the same time, industrial prices, which affect all business and employment, are 
rising, and rising fast. Large price increases have recently been announced by indus- 
tries that set the pace for the whole economy. Just within the last few days, the 
steel industry, for example, increased its prices, on the average, by more than 
$9 a ton. 

“The rise in industrial prices is just as important, in the long run, as the high cost 
of living. It is already squeezing the independent businessman. It threatens to 
destroy a fair balance between industry and agriculture. It can end only in catas- 
trophe if it is allowed to continue. 

“Tn the face of these facts, it is foolish to point at every feeble straw as a sign that 
the danger is disappearing. In February, some people said that the break in com- 
modity prices meant that inflation was almost over. They were wrong. Prices rose 
again. 

sThere are still some people who repeat the old argument which was used by 
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Now, that leaves us, the Congress having adjourned and left Washing- 
ton, with the question of just what we do face during the next few 
months. The inflation situation, as you point out, has been with us for 
some time. We have a demand for the labor and products—a demand 


those who killed price control two years ago. They said that if we would only take 
controls off, production would increase, prices would go down, and there would be 
more for everybody at lower cost. 

“The record shows unmistakably that this argument was false. 

“Production has increased somewhat, and we want it to increase still more. But 
even with full employment, full use of available materials, and practically full use 
of plant capacity—all of which we have today—prices are still climbing much faster 
than production. It is obvious that we cannot rely solely on more production to curb 
high prices. Instead, we must attack inflation directly. 

“If we do not stop inflation, production and employment will both fall sharply 
when the break comes. 

“Positive action by this Government is long overdue. It must be taken now. 

“J, therefore, urge the Congress to take strong, positive action to control inflation. 
I have re-examined the anti-inflation program I proposed to the Congress eight. 
months ago. In its essentials that program is as sound now as it was then. It has been 
revised and strengthened in the light of changing circumstances. 

“The program I now propose is as follows: 

“First, I recommend that an excess profits tax be re-established in order to provide 
a Treasury surplus and provide a brake on inflation. 

“Second, I recommend that consumer credit controls be restored in order to hold 
down inflationary credit. 

“Third, I recommend that the Federal Reserve Board be given greater authority 
to regulate inflationary bank credit. 

“Fourth, I recommend that authority be granted to regulate speculation on the 
commodity exchanges. 

“Fifth, I recommend that authority be granted for allocation and inventory con- 
trol of scarce commodities which basically affect essential industrial production, or 
the cost of living. 

“Sixth, I recommend that rent controls be strengthened, and that adequate appro- 
priations be provided for enforcement, in order to prevent further unwarranted rent 
increases, 

“Seventh, I recommend that stand-by authority be granted to ration those few 
products in short supply which vitally affect the health and welfare of our people. 
On the basis of present facts, and unless further shortages occur, this authority might 
not have to be used. 

“Eighth, I recommend that price control be authorized for scarce commodities 
which basically affect essential industrial production or the cost of living. I have said 
before, and I repeat, that many profit margins have been adequate to absorb wage 
increases without the price increases that have followed. Rising wages and rising 
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which is partly a demand of consumers, which is partly a demand of 
businesses making investments, and which is partly a demand created 
through government expenditures. What is the essential problem for us? 
Is it as bad as the word “emergency” would seem to indicate? Do you 
believe that there is trouble ahead for us? 


Mr. Harpy: It would be, of course, a rash man who would say that 
there is no trouble ahead. “Ahead” is a long time. But so far as the im- 
mediate situation is concerned, as Fetter said a little bit ago, the thing 
which is going on is a situation which has been going on, as a matter of 
fact, not only for the three years since the war but for eight years. So far, 
I think that this inflation has been rather a success. We have had the high- 
est level of consumption, the highest level of investment, and the highest 
level of exports in our history—all three at the same time. That increase in 
consumption and investment has been possible because of a very high 
level of production; and that is very much more important than changes 
in the price level. 

On the other hand, it is undoubtedly true that certainly for the last 
year we have gained no further benefits from the further inflation, because 
we had gotten our production up as high as that stimulus is going to get it. 


Mk. Ferrer: That is, inflation has not changed production in the last 
couple of years, but it has very seriously changed income distribution. 


standards of living, based on increasing productivity and a fair distribution of 
income, is the American way. Non-inflationary wage increases can and should con- 
tinue to be made by free collective bargaining. Where the Government imposes a 
price ceiling, wage adjustments which can be absorbed within the price ceiling 
should not be interfered with by the Government. The Government should have 
the authority, however, to limit wage adjustments which would force a break in the 
price ceiling, except where wage adjustments are essential to remedy hardship, to 
correct inequities, or to prevent an actual lowering of living standards. 

“The measures I have recommended make up a balanced program to attack high 
prices. They are all necessary to check rising prices and safeguard our economy 
against the danger of depression. If they are made the first order of business by the 
Congress, as they should be, they can be promptly enacted. Every week of delay will 
mean additional hardship for the American people...” (New York Times, July 28, 


1948). 
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We ought to have before us what has happened to prices. The cost of 


living today is over 70 per cent higher than it was in 1939. The cost of food 
is over 120 per cent higher. 


Mr. Harpy: Yes; and personal income is over 150 per cent higher. 


Mk. Ferrer: That is just the trouble. The incomes have gone up, and 
the production has not gone up. Perhaps the wonder is that prices have not 
gone up more than they have. I want to get back to this point. We know 
what happened during the war and immediately after the war, but the 
alarming thing is the way in which prices, after the drop early this year, 
have continued upward. For example, the cost-of-living index rose nearly 
3 per cent between March and June, 1948; the cost of food rose nearly 


6 per cent; and the prospects are, I think, that that cost of living will go 
even higher in coming months. 


INDUSTRIAL PRODUCTION 


RERCENT OF 1935-39 AVERAGE, SEASONALLY ADJUSTED 


200 200 
TOTAL 
INOUSTRIAL PRODUCTION 
150 150 
100 : 100 
1946 1947 1948 
250 250 
200 200 
150 150 
1946 1947 1948 
200 200 
MINERALS 
: ei ; 
100 A she : 100 
1946 1947 1948 


Source: Council of Economic Advisers. 


8 THE UNIVERSITY OF CHICAGO ROUND TABLE 


Mr. Harpy: You are not suggesting, are you, that that is greater than: 
the rise in incomes which took place over the same period, with the wage: 
increases and the reduction in taxes which we had? 


Mar. Ferrer: No, I am not suggesting that it is greater than the rise in 
incomes, because it is the rise in incomes which was primarily responsible. 
The wonder really is that prices have not gone higher; and that is one 
reason, on the basis of present incomes, why I think that they will prob- 
ably go higher. 


Mr. Broucu: I have observed that the President and Congress alike 
seem to be very willing to accept credit for having policies which have 
produced the rising income in the country—the income of the farmers 
and the income of the workers—but they are both quite willing to shove 
the blame for the rising prices off onto someone else. Is it possible to dis- 
associate rising money incomes from rising prices under present circum- 
stances? 


Mr. Harpy: Only to the extent that the rising incomes reflect rising 
production can they fail to reflect rising prices, because the total produc- 
tion is the compound of the increased production and the rise in prices. 


Mr. Broueu: I notice a good deal is said about increasing production. 
How much can we anticipate increasing production over the next few 
months or years? 


Mr. Harpy: Certainly not anything like the rate at which incomes have 
been going up. 

Mr. Brovcu: That is, when we have the labor fully employed and the 
other resources fully employed, as we do today, there is no leeway for 
further increase in income except as productivity increases. And what we 
get, as prices rise and incomes rise, is a redistribution of the product with- 
out any more total product being available. Thus, certain groups benefit. 
Those groups, I suppose, would be the farmers... 


Mr. Ferrer: They are the principal beneficiaries in recent months of the 
rise in prices. 
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Mr. Bioucu: ...and union labor seems to have done pretty well, and 
profits are very high. On the other hand, fixed incomes, whether large or 
small, have suffered. Charitable institutions, hospitals, universities, and 
all sorts of organizations which are based on fixed income suffer by this 
situation. So, it is really a redistribution problem, a sort of tax and subsidy, 
and not just all good or all bad. 


Mr. Ferrer: But it is the redistribution problem which is an awfully 
tough one for the people whose incomes have been redistributed in the 
wrong way. 


Mr. Harpy: In a way it is characteristic of any period of high activity 
that the active, productive elements tend to get an advantage at the ex- 
pense of the inactive, the retired, and those who draw fixed incomes out 
of economy. 


Mr. Bioucu: That certainly would seem to be the situation which has 
been developing. 

As we look to the future, what factors are there in the situation which 
would lead to the conclusion that prices will probably continue to rise? 
You made that point, Fetter. What are some of the factors which lead to 
rising prices? 

Mr. Ferrer: One of the bases of all this price increase is the tremendous 
increase in the money supply since 1939. 


Mr. Bioucnu: Where did that come from? 


Mr. Ferrer: It came very largely out of governmental deficits. We were 
not taking in taxes enough to meet our expenditures. We covered the dif- 
ference by selling bonds—and selling bonds to the Federal Reserve banks 


and to the commercial banks, which paid for them by issuing more. 
money. 


Mr. Bioucn: Who is to blame for those wartime deficits? 


Mk. Ferrer: That is one of the inevitable consequences of the war. We 
probably could not have avoided what happened during the war, but I 
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believe that we could have avoided some of the postwar situation, because 
a lot of this money had not made itself felt on prices when the war ended. 
People had hoarded it. They could not buy the commodities which they 
wanted, and now we are beginning to feel the effects of that money. And, 
at the same time, we are having some expansion in bank credit, particu- 


larly consumer credit—all of which has strengthened the inflation- 
ary forces. 


Mr. Bioueu: Would you say that the tax reduction last spring was in- 
flationary ? 


Mk. Ferrer: I most certainly would. 


Mr. BioucH: What else is there in the picture? What about this Euro- 


pean Recovery Administration program and the rearmament program? 
Are those inflationary factors, or not? 


Mr. Harpy: All expenditures are inflationary. Anything which in- 
creases the expenditures and does not increase things to be bought puts a 
further upward pressure on prices; yes. 


Mr. Broucu: And would that housing program which the President 
proposed be inflationary, too? 
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Mr. Harpy: A housing program which tries to combat the housing 
shortage by just providing more money to compete for the existing vol- 
ume of building materials and labor, it seems to me, is bound to be infla- 
tionary, both in the limited field in which it has its initial impact and also, 
to a less degree, generally throughout the economy. If we were going to 
get more houses rather than higher-priced houses and get them without 
reducing the other things which we want just as badly, of course, it would 
bea grand idea. 

Mr. Bioucu: The congressional emergency housing program, though, 
which was passed yesterday, is a program to increase the money available 
for loans in building houses. There is no provision for increased mate- 
rials. Is that the fact? 

Mr. Harpy: The emergency program passed yesterday, that is right, 
was confined to that. 

Mk. Ferrer: If that is the case, then the result of what Congress did may 
be more inflation rather than a curbing of inflation. 

Mr. Broucu: And, yet, we do want the houses, although, of course, if 
what we get is more higher-priced houses and not more houses, nobody 


will be very much benefited. 
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What about the wage increases which we have been getting recently, 
throughout industry? Are those inflationary factors? 


Mr. Ferrer: I cannot see how they can avoid being an inflationary fac- 
tor. They involve an increase in the money incomes of people at a time: 
when I cannot see where the commodity production is going up. If those: 
wage increases could be taken out of profits, then they would not be in- 
flationary; but certainly the experience of the last year has been that almost: 
every wage increase has been followed by a price increase. 


Mr. Bioucu: That may well be, but have profits not been plenty large 
enough to have absorbed a lot of these wage increases? Let us take this 
steel situation. I understand that steel prices are going up. There is a steel 
shortage, and yet the steel profits are really very high. Is that an example 
of a case where the profits ought to have absorbed the wage increases? 


Mr. Harpy: I am not going to pass judgment on the merits of that 
particular action except to point out that the steel price and a good many 
other prices which are controlled by similar monopolies are the prices 
which have lagged the most on this upswing. I also want to point out 
that the cases where there are shortages (in the sense that a person who is 
willing to pay the same price that other people pay cannot go into the 
market and get the commodity) those shortages are, all of them, in cases 
where we have had some sort of control applied to keep the price down 
below the place where it would go under the ordinary force of competi- 
tion. 


Mr. Bioucu: We do have a meat shortage, though, and a rather serious 
one? 


Mr. Harpy: No, not in this sense. Anybody who will go into the market 
to buy meat can get it at the same price that anybody else does. It is a 
shortage only in the sense that there is less meat than we had last year, 
though more than we had before the war. It is not a shortage in the sense 
that a person, who is willing to pay what other people will pay for it, 
cannot get it. 
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Mr. Ferrer: You did well to bring out that point about their being’ 
more meat than before the war, because in any absolute sense there is a lot 
more meat being consumed by the American public, per capita, than was) 
the case eight or ten years ago. The reason why we seem to have a shortage 
is that, in relation to the money which people have to spend, there is less 
‘meat available. 


Mr. Harpy: And also there is the fact that we had a corn-crop failure 
last year. We do not have as much meat as if we had had a good corn crop. 


Mk. Ferrer: Yes, that contributed to it. 


Mr. Bioucu: The crops look pretty good this year. Maybe meat will go 
down now in price? 

Mr. Ferrer: I hope that you are right, but I doubt it because if we in- 
crease meat supply and continue to increase incomes in the way in which 
we have, we will simply bid up prices more. 


Mr. Bioucu: But certainly if we have about the biggest wheat crop on 
record and about the biggest corn crop on record, and if the farmers start 
feeding corn, certainly meat prices are likely to come down. But, of 
course, that is something which is more likely to happen next spring or 
later, not this fall. 

But the food outlook the world over is much better, is it not? Can we 
not look for some relief on the side of food? Is it not in the nonfood items 
that the price rises may be more likely to be expected? 


Mr. Ferrer: You speak of their being relief on the side of food. If you 
mean that there will be more food production, yes; but whether that is 
going to bring relief in the sense of lower prices is another matter. 


Mr. Bioucr: How in the world are we going to stop this inflation? 
You have suggested that, as prices go up, incomes go up; and as incomes 


go up, demand goes up; and as demand goes up, prices go up. What is 
the end of it all? 


Mk. Ferrer: It may be bitter for the American public to accept this, but 
the way that we can stop it is to stop increasing people’s incomes. 
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Mr. Broucu: How would you go about to stop increasing incomes? 
Would you put on wage controls, or price controls, or what? 


Mk. Ferrer: They might help a little bit, but they just deal with the 
marginal issues. I think that the most important thing is some reduction 
in people’s spending power through taxation and the making effective of 
credit controls—the making effective by the Federal Reserve of these 
credit controls which were authorized at the special session of Congress 
and about which Hardy spoke. 


Mr. Bioucu: That is an interesting point. Hardy, you were formerly 
with the Federal Reserve System. What do you think is the reason that 
the Federal Reserve Board does not tighten up on credit? I have been told 
that they have a lot of powers which they have not used. Now, they are 
going to have more powers. What is the reason that we have not had this 
control on credit which would cut down the increases in incomes? 


Mr. Harpy: There are two kinds of answers to that; that can be 
answered on two levels. In general, with reference to all controls, the 
Federal Reserve Board is confronted with the necessity of walking a tight 
wire. In 1920 and again in 1937 they were very severely criticized for hav- 
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ing applied controls which precipitated deflation and depression; and 
everybody will recognize that a moderate amount of inflation is probably 
preferable, certainly would be preferred by the mass of the people, to 
anything which would precipitate a downswing of employment like 1921 
or 1938. And so they have to be very careful not to overdo the thing. 
In the second place, we have an established policy now of supporting 
the long-term government bond market at par, and those bonds are very 
little above par. The application of the powers which the Federal Reserve 
has not utilized would tend to cause the banks to sell bonds and increase 
the difficulty of supporting that market. There is a basic difficulty in con. 
tinuing to carry out this policy of supporting the bond market and at the 
same time initiating a policy which would check the expansion, because 
after all, to support the bond market you create more money, and it is very 
difficult to create more money and at the same time check inflation. 


Mk. Bioucu: I gather, then, that you do think that the inflation coulc 
be brought to an end. So, then, it is not a question of the inflation’s being 
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srought to an end; it is a question of whether the results of bringing the 
nflation to an end would be more acceptable politically and economically 
han letting the inflation go along and sort of picking at it a little bit and 
10ping to slow it down, but not really taking drastic steps. Is that the way 
hat you would say it? 


Mr. Harpy: I think that that is the attitude which any administrator 
would take who is confronted with the dilemma that he does not know 
ust how much of this medicine it takes to cure the patient; just how 
nuch it takes to make him worse. 


Mr. Ferrer: Hardy, you spoke about this problem of maintaining the 
yond market. You mentioned the fact that if the Federal Reserve is going 
o do that, it has to pay out credit into the market. That is true if we do 
\ot operate with a budgetary surplus. But if the federal government has 
surplus, then they can support the bond market by taking tax revenues 
ind buying bonds; and then there is no conflict between supporting the 
ond market and controlling credit if we have a budgetary surplus with 
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which to work. But when we lose that budgetary surplus, we lose tha 


effective weapon of Federal Reserve control. 


Mr. Bioucu: That suggests that there is some partisan aspect, at least 
to the problem of inflation control, because the tax reduction bill of las: 
spring was a partisan bill, although I notice that the President did no 
propose that the tax reduction be rescinded in his recent anti-inflationary 
proposals. Is the question of inflation essentially a partisan problem? Isi 
something that, on the one side, the Democrats have a rather well-defined 
integrated, worked-out point of view; and, on the other side, the Repub 
licans also have a well-defined, worked-out point of view? Are these ther 
in conflict? During the next few months are we going to see one of these 
voted up and the other voted down? Is that the way the situation stands ?* 


3 Following the President’s message to Congress, the Republican majority ir 
Congress issued a statement in which they said, in part: 

“J, This session was called by the President not because this is an ‘extraordinary 
occasion,’ as required by the Constitution, but solely as a political maneuver in the 
campaign for his own re-election, and to add zest to an otherwise discouraged polit 
ical convention. It was called without consultation with the leaders of Congress, afte: 
Congress had adjourned with the full acquiescence and approval of the minority 
leaders. 

“2. The call involves no reference to the critical situation in foreign policy ir 
which no emergency action is requested of the Congress. 

“3. Serious legislative problems cannot be satisfactorily handled in the midst of 
political campaign. Legislation should be a deliberative process, and every importan 
measure should be debated from the viewpoint of the public interest. In thi 
Eightieth Congress our debates have been remarkably free of partisan argument 
The Eightieth Congress enacted a tremendous program of foreign and domesti 
legislation and completed all routine and emergency matters generally recognizec 
as an extraordinary record of accomplishment. Few realize that Federal legislatior 
today covers such a wide field of subjects that only a fraction can be properly studie 
and handled in any one year. It would take at least six months to give proper con 
sideration to the President's program. ... 

“4. The President’s quarrel with the Eightieth Congress is not its failure to enac 
legislation, but a fundamental difference in Government philosophy between th 
President and Congress. The President would fix wages, fix prices, expand Govern 
ment spending, increase Federal taxes, socialize and nationalize medicine and ger 
erally regiment the life of every family, as well as agriculture, labor and industry 
and his proposals would create an annual budget which could not be less than’ sixt 
billion dollars, which would make inflation inevitable and permanent, 
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Mr. Harpy: I do not think so at all. It is not a situation where either 
arty is a party of sin. The situation is that there are real differences of 
opinion on the probable effect of applying some of these measures. Those 
ifferences of opinion are not just differences of opinion between Repub- 
licans and Democrats; there are differences within both groups, of course, 
d particularly in an election year. The fact that the President has taken 
a position creates some pressure on certain people to support and other 
people to oppose it. But, in my judgment, this issue was handled primar- 
ily on a basis of the judgment of people as to what the economic effects 
of these measures would be rather than as a partisan political measure. 


Mr. Bioucu: The partisan side, then, you are playing down, although 
certainly the partisan side is going to be played up in the coming cam- 
paign, is it not? 


Mr. Harpy: Yes. But if the majority in Congress had really wanted to 


“The Congress believes that progress must be made and all our problems solved 
within the principles of liberty, equality and justice to all men which guided this 
country for 150 years. This difference has resulted in a constant conflict, resulting in 
many vetoes by the President, and frequent action overriding his vetoes. ... 

“6. We believe, therefore, that this session should be limited to a short period as 
suggested by the President himself, and our efforts will be devoted to completing 
the session as soon as possible. We shall carefully examine all of the President’s 
‘ecommendations to determine whether there are any matters which can be dealt 
with promptly on an emergency basis. . . . 

“The present situation has been brought about largely by the Administration’s 
yolicies in encouraging and failing to prevent vastly excessive exports, inflating the 
Jebt and currency before and during the war, encouraging general patterns of wage 
ncrease on the theory that they would not increase prices, failing to use their powers 
o restrain bank credit, and spending vast amounts of Government money for every 
sind of project, competing for labor and materials with private industry. 

“Tt is our view that the restoration of OPA, subsidies, price control, wage control 
ind rationing, the police state methods decried by President Truman himself, would 
nly make the situation worse, create black markets and check the increase in pro- 
luction which is the only ultimate solution. The President already has wide powers 
o check inflation if he were willing to use them. He has power to cut the amount 
f Government spending in many fields, to limit Government purchasing in those 
ields where commodities are short, to limit bank credit and limit consumer 
redit...” (New York Times, July 28, 1948). 
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put the President on the spot worse than they wanted to protect the: 
economy, I think they would have given him everything he asked for and. 
then have seen how he liked it and what he would do with it, on the: 
theory that it would be too big a thing for him to handle successfully. 


Mk. Ferrer: In connection with this point, as I read the Democratic and! 
Republican platforms, although they are both very critical of what the: 
other party has done on inflation, I see very little if any difference between 
them as to what they are going to do about it. 


Mr. Bioucu: What do they propose to do? 


Mk. Ferrer: You are throwing a tough one at me, because frankly I 
cannot tell from reading their platforms what they do propose to do, 
except that the Republicans want to throw the Democrats out, and the 
Democrats want to stay in. 


Mr. Bioucu: You mean that you cannot see a difference on this issue? 
Mr. Fetter: Yes, on this issue. 


Mr. Bioucu: They are pretty well together that they are against infla- 
tion, and they want to do something about it. 


Mk. Fetter: They are very much against inflation. 


Mr. Bioucu: But that they do not propose any program which would 
really achieve that result, for instance in the tax field or in the credit con- 
trol field. Is that correct? 


Mr. Ferrer: As I get it, the Republicans propose a reduction in expendi- 
tures, which is fine; but they do not make clear how they are going to 
reduce expenditures. If anything, the Republican Congress seems to be 
just as willing as the Democratic Congress to spend money. 


Mr. Harpy: This suggests a general point in regard to the position of a 
member of Congress in a democracy. Not only has he the dilemma of 
choosing between what his constituents want and what he thinks they 
ought to have, but he has the further difficulty that in the nature of the 
case he cannot get up and say, “I don’t have the remotest idea of what 
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he correct answer to this question is.” And here we have a problem with 
hich people, professional economists, have been spending years and 
ears, the best years of their lives, studying, and most of them are ready to 
dmit that they do not fully understand it. But if you are in Congress, you 
lave to take a position, one way or another; and you have to take it in the 
ight of the best information which you have. And after you have taken it, 


it is very difficult for you to reverse that position. Now, that is just a dif- 
culty which is present in any kind of public responsibility for action that 
is not based on simple moral principles to which everybody can agree. 


Mr. Bioucu: You do not think, then, that it is a matter of the congress- 
men’s more or less conspiring to prevent effective legislation from being 
yassed to take care of the inflation situation? 


Mr. Harpy: Not primarily. I have no doubt that there were a few 
deople there who thought that some of these recommendations were good 
Dut voted against them because the President made them. And there may 
9¢ some people who voted for them because the President made them, 
sven though they were rather distrustful of them and hoped that they 
would not pass. But I do not believe that that is what determined the 
putcome of the program. 


Mk. Fetter: Hardy, there is one other point in this connection. Very 
“arly in the discussion you mentioned what had been done by Congress, 
gut I do not think that you told us whether you thought that this credit 
ontrol and this increase in reserve requirements would really do any- 
hing to curb inflation. 


Mr. Harpy: I do not know how drastically it will be applied. It could 
asily be applied so that it would do much more curbing of inflation than 
we would like. The problem is to do it delicately enough so as to continue 
ull employment without continuing the price rise. And since inflation 
enerates full employment, and full employment generates inflation, the 
yroblem of trying to get one without the other is a very delicate problem. 

But I would say that in a situation where we have such full employment 
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that a businessman, to expand his operation, must bid labor away from) 
somebody else (he just cannot go out to a pool of unemployed and increase 

his employment), it does not make sense for him to have a pool of credit 
that he can go and dip into and increase total credit that much; he ought: 
to have to bid the credit away from somebody else also. And this situation | 
of making it so easily possible for the banks to increase the total volume: 
of deposits and loans and the money supply of the country is a thing 
which may not be the active force generating inflation, but it is certainly 
the thing which makes it possible for the active forces associated with full 

employment and the government deficit to express themselves in inflation 

rather than in unemployment. 


Mr. Ferrer: In this connection it seems to me that one thing is im- 
portant to keep in mind: Congress has closed its session, so there is no 
political action which can be taken by the legislative branch of govern- 
ment for another six months. The decisions which will be made during 
this time will be very largely Federal Reserve decisions and executive 
decisions. 


Mr. Bioucu: I am impressed with the fact that people are anxious to 
have prices held or prices reduced, but they are also very anxious that their 
particular incomes shall not be reduced, and they still, in many cases, want 
to see them go up. We have seen that it is quite difficult, if not impossible, 
to have rising incomes under present circumstances without rising prices. 
Will not the feeling on the part of people that they are interested in main- 
taining employment and income prevent really effective action in reduc- 
ing inflation? 


Mk. Ferrer: You have a very important point there, because I think 
that a lot of the public discussion today assumes that the American public 
really wants to stop inflation, and I doubt it. We want to stop inflation, but 
we are not willing to pay the price which is necessary—that is, to have a 
budgetary surplus which will give the Federal Reserve some control over 
credit. It was a great mistake to reduce taxes this spring. If the public really 
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anted to stop inflation, what they would do would be to demand the 


epeal of the tax reduction bill of 1948 and restore rates to where they were 
1947. 


Mr. Harpy: Do you think that they would rather pay their money out 
n taxes or in higher prices for meat? 


~ Mr. Ferrer: Up to the present I think that they would rather pay it out 
n the higher price for meat. When they will change their mind I do not 
snow. 

Mr. Bioucu: Of course, there are a good many millions in the popula- 
ion who received no benefit out of the tax reduction who pay the higher 
srices for meat, also. The tax reduction did redistribute, to some extent, 
he income. 


Mr. Harpy: That is one of the unfortunate things about inflation, and 
tis, I suppose, one of the unfortunate things about life, that every change 
which benefits somebody is likely to be injurious to somebody else. 


Mr. Bioucu: Then we do face a political problem here which is not 
sssentially a partisan problem but is essentially the problem of different 
nterests within the same individual and different interests in the com- 
nunity in conflict with each other; and it is a situation of the congressmen 
tying somehow to find a way through which will be in harmony with 
sverybody’s desires in the matter. 


More on This Topic 


“Comparing the 1948 Platforms—Issues for the Coming Campaign,” Unites 
States News, July 23, 1948. A comparison of the planks of each of the majo) 
parties on various issues, including inflation. 

Dewunurst, J. Frepertc, anp Associates. America’s Needs and Resources. 
New York: Twentieth Century Fund, 1947. A recent analysis of Americar 
industry and resources. 

“Earnings: On the Way to Still Another Record,” Business Week, July 31 
1948. Says that most companies have just wound up their most profitable 
half-year in history. 

“Farm Income Will Stay High Despite Price Slips,” Business Week, August 
7, 1948. Farm income will probably equal 1947 record of $30.5 billion. 

“A Halt to Surpluses,” United States News, July 30, 1948. Says the Treasury 
fears that the government is going into the red again. 

Harpy, Cuartes O. “Fiscal Policy in Prosperity and Depression,” American 
Economic Review, May, 1948. 

KeysEr.ine, L. H. “Everybody’s Problem: Prices, Wages, Profits,” Harper’s 
March, 1948. 

“Money and Inflation,” Fortune, April, 1948. The entire issue is devoted te 
discussion of money supply and inflation. 

“The Revolt of Housewives,” Newsweek, August 16, 1948. 

Scuumpeter, J. A. “There Is Still Time To Stop Inflation,” Nation’s Business 
June, 1948. 


Simons, Henry. Economic Policy for a Free Society. Chicago: University of 
Chicago Press, 1948. 

“Where Buying Power Goes Up,” United States News, August 13, 1948 
Says the tax-cut gain has been absorbed by price rises, leaving most people 
worse off than in 1947. 

“Where Is the Boom Heading?” United States News, August 6, 1948. Quota 
tions from the Senate testimony of former Federal Reserve Board Chairmar 
Marriner Eccles and present chairman Thomas McCabe; and from th 
Council of Economic Advisers. 


“Will Commodity Prices Keep Going Up?” Business Week, July 24, 1948. 


See the current issues of the Survey of Current Business and the Monthl; 
Labor Review for the latest facts and figures on cost of living, production 
government finance, business operations, and so on. 
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What Do You Think? 


What is the basic economic issue between the President and Congress over 
the control of inflation? Has inflation become a partisan political issue? 
Do you think that, in an election year, domestic economic issues can be 
divorced from political considerations? Should they be? 


Do you think that the President was justified in calling a special session 
of Congress? What evidence can you give to support your position? Did 
Congress, in your opinion, properly deal with the issues outlined for the 
special session? Did Congress meet the economic issues at stake? What 
specific action for inflation control do the Federal Reserve Board and the 
executive now have? Is it adequate? Or do you think that we are in for 
trouble because of lack of proper legislation? 


What was the basic proposal of the President to control inflation? What 
specific actions did he propose? Would they, in your opinion, check the 
inflationary spiral? Would they have started the downward movement 
of prices? Would they have increased or decreased production? Were they 
“police-state” methods? Would they prevent a bust? Discuss. 


Outline how the authorization by Congress to the Federal Reserve Board 
to increase reserve requirements will serve as an inflation curb. How does 
it curb credit? What is meant by “member-bank reserves”? What is the 
effect of the government’s maintaining the bond market? What are the 
powers which the Federal Reserve Board has over the supply of money? 


Is our prosperity today “uneasy” and “unfair”? What are the basic infla- 
tionary pressures? Are any new factors in the situation? Can we cut gov- 
ernment expenditures and still go ahead with the rearmament program? 
How much pressure is the European Recovery Program making on the 
demand for goods? What was the effect of last spring’s tax cut? Are gov- 
ernment surpluses ended? Is the latest round of wage increases likely to 
be absorbed by profits? What shortages still exist in the domestic market? 
What is the difference between the meat shortage and the steel shortage? 
Are goods in short supply only in those industries where someone is exer- 
cising price control of some sort? Discuss. 
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6. Do you think that it is true that most people in this country are not reall 
interested in controlling inflation? Are they willing to have their incomes 
cut? Do they want only to see prices go down while incomes stay up? Is 
this possible when we have full employment? 


7. Do we now, in your opinion, have adequate legislation to control infla- 
tion? Should we let “natural economic laws” decide the level of prices 
and incomes? What are the “extraordinary” forces in our economy today 
which are creating inflationary pressures? Do you think that the issues 
between the President and Congress on inflation control should and will 


be decided by the election in November? Discuss. 
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